unbundle LEC services for enhanced service providers, and the
reallocation of spectrum for wireless services.

Clearly, the era of non-competitive communication
services 1is rapidly dissipating and the industry is currently
involved in a swift transition toward a fully competitive
environment. This transition, as noted by the Commission, 1is
expected to develop more rapidly than experienced in the
interexchange market.” Thus, the LECs will be facing emergence of
competition, while at the same time attemptingv to recover

shareholders investment which were previously deferred by the
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Ph.D., in his statement that, "the emergence of competition in
markets previously protected by regulatory barriers to entry,
presents a new set of challenges in setting depreciation rates."”
White’s analysis further noted that a regulated carrier’'s
opportunity for capital recovery will be threatened if competitive

pricing does not permit a realization of net revenue contemplated

in the prescription of depreciation rates.™

™ Expanded Interconnection p. 53, Note 253.

I See, BellSouth Comments, p. 14.

? Ronald E. White, Ph.D., Foster Associates, Inc., Statement
In Support of AT&T Petition For Modification of Depreciation Rate
Setting Practices, February 14, 1989, p. 9.




This situation currently exists in the transport rate
structure proceeding,” where the combination of emerging
competition in the transport arena and the revised rate structure
imposed by the Commission result in indirect cost allocated to
interstate transport by Parts 36 and 69 for which recovery cannot
be sustained in the competitive transport markets.” The LECs’
comments filed in that docket, wunequivocally articulate the
universal message that the Commission’s goal of introducing
competition, coupled with the accelerated pace of technological
advancements, is threatening the LEC’s ability to recover embedded
investment. SWBT'’s Reply Comments’ in CC Docket No. 91-213 also
noted that further regulatory actions will result in additional
competition in other aspects of SWBT’s markets (especially in the
area of switching and loop investment) and thus will increase the
risk of recovery of embedded investments. Therefore, in CC Docket
No. 91-213, SWBT respectfully requests that the Commission (in
addition to restructuring transport access rates, in CC Docket 91-

213) implement both depreciation prescription reform (in CC Docket

™ In the Matter of Transport Rate Structure and Pricing, CC
Docket No. 91-213.

” The Commission has allowed recovery of these costs for an
interim two year period through the interconnection rate element.
The Commission has stressed the importance that as we move into a
competitive market it is important that transport charges only
recover costs related to transport service. The 91-213 rulemaking
proceeding is addressing the long term disposition of transport
costs. FENPRM, 91-213 at para. 133.

" See, SWBT's Reply Comments In The Matter of Transport Rate
Structure and Pricing, CC Docket No. 91-213, Attachment 1,

Amortization For Recovery of Devalued Investments Due To Interstate
Transport Competition (filed March 19, 1993).
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amount of plant investment is currently at risk, and further that

a narrow window exists to address and recover this investment.

V. CERTAIN C NTO M Q UE O ON IT.

While the various commentors do not agree on the
appropriate method to achieve the goals in this proceeding the
comments of various parties generally agree that simplification of
the depreciation prescription process is desirable and that, to the
extent possible, unnecessary regulatory restrictions should be
eliminated.” Several of the state regulators support Option I,
which, as explained above, would fail to provide the needed
simplification and reform.”

In Section II, SWBT identified misconceptions which
caused commentors to oppose Option 1IV. Just as misconceptions
clouded a fair and equitable review of Option IV, SWBT believes
that similar misconceptions have caused some commentors’ analysis
of Option II to be inaccurate. In its comments, SWBT pointed out
why Option II should be rejected. However, SWBT herein corrects
the misconceptions of other commentors.

Some commentors apparently oppose Option II because of a
belief that this option somehow ignores the principle constraints
embodied in depreciation accounting. The general concern is that
this option discards the basic depreciation principle of matching

expense to capital consumption since it allegedly ignores basic

79
See e.dg., NARUC Comments, p. 5; PUC of Texas Comments, p.
1; New Jersey Board of Regulatory Commissioners Comments, p. 2;

80 See, Section III, supra.
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In addition, current FCC rules and procedures for
monitoring reserves necessitate that LECs track reserve balances
and initiate appropriate measures to align potential imbalances.
Ccarriers would continue to practice depreciation in accordance with
GAAP and FCC rules under Option II and thus the concerns regarding
compliance with accounting principles is unwarranted.

As noted in SWBT'’s Comments, the establishment of ranges

fgrrates (Ootinn TT) J§s_nreferable ta tanqes_Jiu;_narametgrgﬁiiiiiiiii

(Option I).86 However, for Option II to serve the goal of
simplification and reform, significant modifications would need to
be embodied to provide carriers with the appropriate ability to
respond to market conditions (i.e., emerging competition and rapid
technological advancements).87 Such modifications would include
ranges that are significantly broad in scope, data gathered on a
true industry wide basis, and realistic review cycles.a8 Even
with such modifications however the overriding problem with Option
IT is the same as with Options I and III--the onus of developing
the rate is on the Commission rather than the carrier. Thus, while
SWBT agrees with the Oklahoma Corporation Commission that Option II

8 SWBT still maintains

is preferable over Option I or Option III,
that Option IV remains the only viable choice for furthering
simplification goals and recognizing the emergence of competition

in the industry.

& SWBT Comments, p. 21.

¥ SWBT comments, pp. 21-23.

# SWBT Comments, pp. 22-23.

e Oklahoma PUD Comments, p. 1.
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VI. CONCLUSION.

For the reasons stated herein and in SWBT’s Comments in
this proceeding, the Commission should adopt Option IV for all
carriers.

Respectfully submitted,

SOUTHWESTERN BELL TELEPHONE COMPANY

By Aéﬁuéc42;ﬁ?dwﬂl

James E. Taylor
Richard C. Hartgrove
Bruce E. Beard

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, Room 3520

St. Louis, Missouri 63101
(314) 235-2507

April 13, 1993



CERTIFICATE OF SERVICE

I, Kelly Brickey, hereby certify that the
foregoing "Reply Comments of Southwestern Bell Telephone
Company" in CC Docket No. 92-296, has been served this 13th

day of April, 1993 to the Parties of Record.

%@%M%

y Brickey

April 13, 1993



International Transcription Serv.,

= Inc.

1919 M Street N.W.
Room 246
Washington, D.C. 20037

Accounting and Audits Division
2000 L Street, N.W.
Washington, D.C. 20554

BellSouth Telecommunications, Inc.
William B. Barfield

M. Robert Sutherland

1155 Peachtree Street, N.E.

Suite 1800

Atlanta, GA 30367

Cincinnati Bell Telephone Company
Attorneys For

Thomas E. Taylor

William D. Baskett III
Christopher J. Wilson

2500 PNC Center

201 E. Fifth Street

Cincinnati, OH 45202

Colorado Public Utilities Commission

Robert E. Temmer, Chairman
Anthony Marquez, Esqg., Attorney
General

Office Level 2

1580 Logan Street

Denver, CO 80203

B

Attorneys for American Telephone
and Telegraph Company

Francine J. Berry

Robert J. McKee

Peter H. Jacoby

295 North Maple Avenue

Room 3244J1

Basking Ridge, New Jersey 07920

Bell Atlantic
Christopher W. Savage
1710 H Street, N.W.
Washington, D.C. 20006

California Cable Television Assoc.
Frank W. Lloyd

Mintz, Levin, Cohn, Ferris,
Glovsky and Popeo, P.C.

701 Pennsylvania Avenue, N.W.
Suite 900

Washington, D.C. 20004

Cincinnati Bell Telephone Company
of Counsel:

Frost & Jacobs

2500 PNC Center

201 E. Fifth Street

Cincinnati, OH 45202

General Services Administration
Allie B. Latimer

Vincent L. Crivella

Michael J. Ettner

18th & F Streets, N.W., Rm. 4002
Washington, D.C. 20405



GTE Service Corporation
- Richard McKenna

P.0O. Box 152092

Irving, TX 75015-2092

Idaho Public Utilities Commission
Marsha H. Smith

Dean J. Miller

Ralph Nelson

472 W. Washington St.

Boise, ID 83702-5983

Michigan Public Service Commission
Ronald G. Choura

6545 Mercantile Way

P.O. Box 30221

Lansing, MI 48909

National Association of Regulatory
Utility Commissioners

Paul Rodgers

Charles D. Gray

1102 ICC Building

P.O. Box 684

Washington, D.C. 20044

New York State Dept. of Public Service

William J. Cowan

General Counsel

Three Empire State Plaza
Albany, NY 12223

GTE Service Corporation
Gail L. Polivy

1850 M Street, N.W.
Suite 1200

Washington, DC 20036

MCI Telecommunications Corporation
Elizabeth Dickerson

1801 Pennsylvania Avenue, NW
Washington, D.C. 20036

Missouri Public Service Commission
Eric Witte

P.0O. Box 360

Jefferson City, MO 65102

Nebraska Public Service Commission
Frank E. Landis

300 The Atrium

Lincoln, NB. 68508

North Dakota Public Service Commission

State Capital

Leo M. Reinbold
Susan E. Wefald
Bruce Hagen
Bismarck, ND. 58505



NYNEX Telephone Companies

- Their Attorneys

Mary McDermott
Campbell L. Ayling

120 Bloomingdale Road
White Plains, NY 10605

Public Utility Commission of Oregon
Ron Eachus

Joan H. Smith

Roger Hamilton

S50 Capitol St., NE

Salem, OR 97310-1380

Pacific Bell & Nevada Bell
James L. Wurtz

1275 Pennsylvania Avenue, N.W.
Washington, D.C. 20004

Public Service Commission of Wisconsin
Cheryl L. Parrino

John T. Coughlin

4802 Sheboygan Avenue

P. 0. Box 7854

Madison, WI 53707-7854

Tim Seat

Indiana Office of Utiltity Consumer
100 N. Senate Avenue

Room N 501

Indianapolis, IN 46204

Oklahoma Corporation Commission
Public Utility Division (The PUD)
Maribeth D. Snapp

400 Jim Thorpe Office Building
Oklahoma City, OK 73105

Pacific Bell & Nevada Bell
James P. Tuthill

Lucille M. Mates

140 New Montgomery St. Rm.
San Francisco, CA 94105

1526

Michael McRae

District of Columbia
Office of People’s Counsel
1133 15th St., N.W.

Suite 500

Washington, D.C. 20005

Public Utility Commission of Texas
Marta Greytok

Robert W. Gee

Karl R. Rabago

7800 Shoal Creek Boulevard

Austin, TX 178757

Philip F. McClelland

Laura Jan Goldberg

Pennsylvania Office of Consumer
Advocate

1425 Strawberry Square
Harrisburg, PA 17120



Charles Beck

" Earl Poucher

Florida Office of Public Counsel
812 Claude Pepper Building

111 West Mochian St.
Tallahassee, FL 32399

Southern New England Telephone Co.
Linda D. Hershman

Vice President - External Affairs
227 Church Street

New Haven, CT 06510

United Telephone - Southeast, Inc.
Jay C. Keithley

1850 M Street N.W.

Suite 1100

Washington, DC 20036

W. Richard Morris
Attorney for United Telephone
P.O. Box 11315

Kansas city, MO 64112

Virginia State Corporation Commission
Edward C. Addison

William Irby

P.0. Box 1197

Richmond, VA 23209

South Dakota Public Utilities
Commission v

Laska Schoenfelder

Kenneth Stofferahn

South Dakota Capitol

Pierre, SD 57501

The People of the State of California
and the Public Utilities Commission
Peter Arth, Jr.

Edward W. O’Neil

Ellen S. Levine

505 Van Ness Avenue

San Francisco, CA 94102

Utah Division of Public Utilities
Thomas F. Peel

160 East 300 South

P.O0. Box 45807

Salt Lake City, UT 84145-0807

U S West Communications, Inc.
James T. Hannon

1020 19th Street, N.W.

Suite 700

Washington, D.C. 20036



